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BANGLADESH - KEY ECONOMIC INDICATORS 


Uniess otherwise noted. all monetary values are shown in units of US$ 

1 million for the fiscal years indicated (July 1 through June 30 -- see note 
at the bottom of page 4). Beginning with this report. fiscal year average 
annual exchange rates will be used for all figures. The following exchange 
rates were used: for FY 80: $1=Taka 15.5: for FY 81: $1=Tk 16.3: and for FY 
82: $1=Tk 20.0. 


INDICATOR FY 80 FY 81 FY 82 


INCOME, PRODUCTION AND EMPLOYMENT 


GDP at Current Factor Cost 

GDP per capita (in dollars: 
current prices at current 
factor costs) 

Foodgrain Production (million tons) 

Foodgrain Imports (million tons) 

Foodgrain Stocks at End of FY 

index of industrial Production 
(FY 74=100) 

Population (millions) 

Labor Force (millions) 


MONEY AND PRICES 


Money Supply (M, ) 1026. 
interest Rates at End of FY: 

-Bangladesh Bank Discount Rate 8% 

—Commercial Banks 11-12% 
Cost of Living Index for 

middie income families 

in Dhaka (FY 74=100) 227 


BALANCE OF PAYMENTS AND TRADE 


Foreign Exchange Reserves at 
End of FY 274 250 122 
External Public Debt 3.216 3.615 4007 
Annual Debt Service (on Interest) v7 75 109 
Balance of Trade: 
-Total Exports (FOB) 727 711 607 
-Exports to U.S. 81 78 71 
-Total Imports (C&F) 2,337 2,687. 2,686. 
-Imports from U.S. 312 243 155 


SOURCE : 


World Bank. Bangladesh: Current Economic Situation and Review of the 
Second Plan. February 1981 


World Bank, Bangladesh: Recent Economic Developments and Selected 
Development Issues. March 1982 


World Bank. Bangladesh: Recent Economic Trends and Medium—Term Deve lopment 
issues. March, 1983 


Bangladesh Bank, Annual Report 1980-81 





ECONOMIC SETTING 


Overview: Once known as East Pakistan. independent Bangladesh was 
born in a destructive 1971 civil war that took a heavy toll on its 
economy and infrastructure. With the help of massive infusions of 
donor relief and development assistance. the new nation slowly began 
to replace its infrastructure and develop new industrial capacity 
during the 1970s. but the statist economic model adopted by the 
country’s eariy leadership resulted in inefficiency and economic 
stagnation. Institution buitding efforts were hampered by recurr.ing 
political upheavals. such as the assassinations of Presidents 
Mujibur Rahman in 1975 and Ziaur Rahman in 1981. Other than during 
the relatively stable period between 1975 and 1981. when the statist 
economic structure was gradually replaced by a mixed economy. 
business has operated in an atmosphere of political uncertainty. 
Rapid population growth. inefficiency in the government sector. 
iimited natural resources, and the downturn in the global economy. 
particulary in developed countries that buy Bangladesh’s exports. 
resulted in minimal economic growth in 1980-82. A Martial Law 
Administration (MLA) headed by Lt. General Hussain Mohammed Ershad 
has governed the country since March 1982. Soon after assuming 
power. the MLA adopted economic policies designed to encourage 
private enterprise and investment. and to reduce government 
ownership of industries. These measures. combined with an improving 
international economic climate. lead many observers to conclude that 
in the coming year Bangladesh will be in a position to resume 
economic growth. Despite its low per capita income and | imited 
economic infrastructure, Bangladesh offers opportunities for U.S. 


business people and investors in sectors such as textile machinery. 
consumer electronics. energy development. and small-scale industry. 


Background: Bangladesh is a densely populated country situated on a 
low-lying deltaic plain with little topographic or climactic 
variation. Its overwhelmingly agricultural economy depends heavily 
on a semitropical monsoon climate. Disastrous typhoons occur 
occasionally. and floods are common, interspersed with almost 
equally common droughts. A minor shift in rainfall patterns can 
mean the difference between famine and food sufficiency. Ina 
normal monsoon season. about one third of the country is under 
water, but in each dry season the rivers become relatively shallow. 
It is costly. therefore. to construct and maintain adequate water or 
land-based transportation systems. 


Bangladesh's population is growing at a rate of 2.6 percent per 

year: the nation’s population density is estimated to be about 

1.700 per square mile. Although the country is climactically suited 
to production of a variety of agricultural produce. the pressure of 

a growing population and reliance on traditional agricultural methods 
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limited crops to basic foodgrains and fibers in the past. In the 
last 10 years. however. increasing amounts of wheat. potatoes. and 
vegetables have been produced. 


During the first 2 years following the economically disastrous 
Liberation War of 1971, the nation’s gross domestic product (GDP) 
declined almost 20 percent in real terms. By 1975. however. 
production had regained its pre-independence level. From 1975-81. 
aggregate GDP increased at an average annual rate of 5.7 percent. 
Real per capita income. currently estimated at $123 per year. has 
risen only slightly despite the influx of $9.6 billion in foreign 
aid disbursements. 


Structural factors underlie this limited economic progress. 
Bangladesh lacks a diversified natural resource base. and rapid 
population growth. chronic budget deficits. limited infrastructure, 
insufficient domestic capital formation. low industrial 
productivity. and a shortage of skilled labor and managers 
contribute to its economic woes. 


Bangladesh's economy has also been adversely affected by the high 
cost of imported petroleum: the nation is compelled to spend roughly 
60 percent of its annual export earnings on oil imports. At the same 
time. export of Bangladesh's jute and jute goods. the nation’s 
dominant exports. has been hurt by worldwide recession in those 
industries that utilize jute products. These world economic factors 
have resulted in recurring balance-of-payments problems and 
shortages of foreign exchange. 


Twice in this century. the region that is now Bangladesh lost its 
managerial and intellectual cadres. In 1947, Hindus left the Muslim 
portion of newly partitioned Bengal by the thousands. stripping the 
economy of some of its best managers. The Pakistanis who took their 
places in East Bengal during the 24 years that Bangladesh was part 
of Pakistan departed after the end of the Liberation War in 1972. 
Before independence, little capital was invested in East Bengal. and 
infrastructure deviopment was almost nonexistent. 


DOMESTIC PRODUCTION 


GENERAL TRENDS: During the fiscal year ending June 30. 1982,* 
Bangladesh’s GDP grew a marginal 1.1 percent (at factor cost in 


* Bangladesh's fiscal year runs from July | to June 30. Thus, 
the fiscal year ending in June. 1982 is described by the 
Bangladesh Government as FY 82: the year ending in June 1983 as 
FY 83. etc. This report follows the Bangladesh Government 
format throughout. 
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constant 1973 dollars). compared with the previous fiscal year’s 
figure of 4.9 percent. Agricultural production fell 0.7 percent 
from the previous year. services grew by 3.5 percent. and industrial 
sector growth matched the overall! GDP figure. During FY 82. 
Bangladesh entered a domestic recession resulting from a combination 
of stringent government controls imposed following IMF suspension of 
an Extended Fund Facility in July 1981. and decline in terms of 
trade and stagnation in real donor assistance levels. Poor 
foodgrain crops relieved the Government of the need to disburse much 
of the sum budgetted for domestic food procurement and reduced the 
critical need for construction of foodgrain storage facilities. 
Sales of government foodgrain stocks also generated taka. Lower 
foodgrain production and tight government financial controls. 
coupled with political uncertainty following the assassination of 
President Ziaur Rahman. the election of his successor. and the 
subsequent military coup. resulted in indecision and dampened 
economic activity throughout the year. 


In FY 83. the Government announced a new industrial policy favoring 
the private sector. and prepared a more realistic budget based upon 
probable resource availability and significant reduction in 
government subsidies. to help establish a base for future growth. 


During the remainder of FY 83. domestic recession kept import demand 
down. Bangladesh passed through a trough in depressed world prices 
for its exports: thereafter. exports began to recover slightly in 
volume as well as price. Growth in remittances from Bangladeshi 
workers abroad continued to exceed government expectations. and the 
weather cooperated for a good foodgrain crop. Bangladesh closed 
fiscal 1983 in a relatively good foreign exchange position: 
according to a recent IMF report. reserves stood at $300 million at 
the end of the fiscal year. Nevertheless. foreign exchange reserves 
may deteriorate somewhat if economic expansion in FY 84 increases 
import demand. 


AGRICULTURE: The early end of the 1981 summer monsoon and poor 
timing of rain the remainder of the year resulted in a 0.7 percent 
decline in overall agricultural production during FY 82. Foodgrain 
production fell 2.5 percent from the previous year’s record: 
Bangladesh produced approximately 14.4 million tons of rice and 
wheat. Lower production forced Bangladesh to import about |.2 
million tons. and to draw down its reserves from 1.2 million tons to 
615.000 tons. Production of wheat. a dry season crop relatively new 
to Bangladesh. fell. slightly when irrigation and soil moisture 
conditions favored a shift to rice. Production of jute. the major 
cash crop. declined because of poor weather and prices which favored 
rice production. Production of potatoes, another relatively new 
crop. increased as a result of high prices the previous year and a 
government promotion campaign, which emphasized the higher food 
value per acre of potatoes compared to rice. Despite the continuing 





government promotion campaign. inadequate cold storage facilities 
and a precipitous decline in prices during FY 83 are likely to 
result in farmer disenchantment with potatoes over the short term. 


As rainfall amounts were good and use of better fertilizer and seeds 
increased. the total foodgrain crop for FY 83 was 15.1 million tons. 
slightly exceeding the previous record. The figure repesents 
Bangladesh's best total foadgrain crop and its third largest in per 
capita terms. Foodgrain reserve stocks were estimated to be about 
625.000 tons at the end of the fiscal year. The quantity of the raw 
jute crop matched production in recent years. and jute quality has 
improved. Large jute carryovers from previous years should see 
Bangladesh through this year of increasing world demand for jute and 
jute products. but increased production will be necessary to avoid a 
future shortfall in supply that would constrain exports of 
Bangladesh's major agricultural export. Sugarcane and sugar 
production were at record’ levels in FY 82 and FY 83. creating 
domestic oversupply. but high production costs limited Bangladesh's 
access to international sugar markets. Cotton and tobacco 
production increased with some limited export of flue-cured tobacco 
for the first time. Fair weather in Bangladesh. combined with poor 
weather in other producing regions. will result in increased export 
earnings in tea during FY 83. 


INDUSTRY: Although the industrial sector plays a decidedly 
secondary role in the economy. it contributes significantly to the 
balance of payments. generates cash employment. and provides a 
market for agricultural cash crops. The industrial sector 
contributes about 9 percent of GDP and employs about 13 percent of 


the work force. The major industrial sectors are manufacture of 
jute goods and cotton textiles. Tea and sugar are other significant 
agriculture-related industries. Fertilizer. newsprint. 
pharmaceuticals. small metal shops and garment manufacture are smal | 
industries important to Bangladesh. Since Bangladesh became 
independent in 1971. the country’s industrial sector has been 
predominantly government owned or controlled. With 85 percent of 
industrial assets. these public industries contribute more than half 
of the industrial sector’s total value added. The private sector 
contributed the remainder of the total value added with less than a 
quarter of total industrial assets. an indication of the efficiency 
of the private sector. 


During FY 82 and the first half of FY 83. domestic recession, 
together with declining international markets and political 
instability at home. caused a decline in industrial production. 
After increasing at an annual rate of 6 percent from FY 76 through 
FY 80. growth in value added by the industrial sector was a marginal 
1.1 percent in FY 82 and is likely to further decline in FY 83. An 
upturn in production in December 1982 was partly the result of an 
overreaction by public sector jute mills to signs of recovery in the 





U.S. market for carpet backing. Some correction has since occurred. 
but. it will be several more months before this major segment of 
public sector industry finds its appropriate production level. 


Production in Bangladesh’s main industry. jute goods (mainly carpet 
backing and burlap). dropped marginally in FY 82 to 577.000 long 
tons. following a 10 percent increase the previous year. Production 
figures for the first half of FY 83 indicate a further 2 percent 
decline. but this decline may improve marginally during the last 
half af the year. Labor problems. which have affected jute industry 
productivity in the past. have not been a factor in its recent 
declining production. The jute product with the biggest export 
value is carpet backing. which depends heavily on the U.S. housing 
industry. World demand also remains low for jute wrapping and 
bagging. 


In the textile sector. production of cloth dropped 15.7 percent: in 
FY 82 to 72.5 million yards. and yarn production declined 6.6 
percent to 95.3 million pounds. This industry. which supplies only 
the domestic market. suffered declining demand as a result of the 
domestic recession and increased imports of yarn under the Wage 
Earners Scheme (WES). Nonetheless. a major cause of declining 
production in this sector is the inefficiency of the public sector 
textile corporation. That organization. the Bangladesh Textile 
Mills Corporation. showed its heaviest financial loss in history in 
FY 82 (the taka equivalent of $33 million). 


The food. beverage. and tobacco industries all increased production 
in FY 82. as did the public sector paper and newsprint industry. 
Productivity in the latter. however. is falling again in FY 83, 
because of declining quality of raw material and an extended 
maintenance period at the main plant. Chemicals. sugar. natural 
gas. and seafood production all increased. but steel and cement 
production declined dramatically. Both of the latter reflect the 
domestic recession and the effect of steel and cement imports under 
the WES. In the steel sector. an inefficient public sector 
operation faces heavy competition from a new shipbreaking industry. 


A new private sector industry. garment exports. is showing dramatic 
progress. Several small factories have been shipping smal! 
quantities of garments to the European market for several years, but 
in calendar 1982 many of these plants found a U.S. market and 
expanded. Garment exports to the United States climbed from nil in 
1981 to about $5 million in 1982: 1983 exports are likely to 
approach $15 million. 


DEVELOPMENT 


GENERAL TRENDS: In FY 82. the Bangladesh Government’s development 
expenditures fell short of the optimistic targets set in that year’s 
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Annual Development Program (ADP). Actual development expenditures 
were about $1.44 billion. roughly equal to the previous year. Net 
foreign assistance provided by the World Bank. Asian Development 
Bank. United Nations Development Program. and a large number of 
bilateral donors equalled 72.8 percent of development expenditures. 
Japan. the United States and Saudi Arabia were the most important 
bilateral donors. Total foreign aid disbursements by the Bangladesh 
Government in FY 82 ($1.2 billion) were 7.7 percent higher than in 
FY 81. Project aid constituted 47 percent of aid disbursements: 
commodity and food aid made up 34 percent and 19 percent 
respectively of the total. Development expenditures in FY 83 are 
projected at $1.2 billion: net foreign assistance will account for 
96.6 percent of the total. 


Before FY 83. Bangladesh‘s annual development budget was a poor 
control and planning document. Beginning the process by listing its 
perceived needs. the Government would proceed to estimate the 
resources necessary to meet them. The FY 83 development budget was 
a vast improvement. Not only were resources realistically estimated 
and a budget drawn up within resource limitations. but a “core 
budget” or priority project list was created to name the projects 
already started or financed which would take priority in case of a 
budget shortfall. The Government increased the share of the 
development budget devoted to agriculture. rural development. family 
planning. and education. while reducing the share of traditionally 
favored sectors such as transportation and industry. Before FY 83, 
the Government had great difficulty financing the local currency 
costs of the development budget. as its revenues come primarily from 
customs and excise taxes. Revenues from these sources decreased as 
a result of the recession-induced reduction of imports. The new 
budget process. however. seems to have served its purpose. as there 
were neither major mid-year revisions nor shifted priorities within 
the budget. 


One policy development during FY 83 will likely result in some 
deviation from the budget: the MLA‘’s thana reform program. The 
Government has begun an ambitious program to decentralize government 
administration to the thana (county) level to promote better and 
more efficient development programs at the local level. to reduce 
the potential for corruption and delay in implementation of 
development programs. and to build grassroots democratic political 
institutions. The full implications of this program are not yet 
known, but some observers doubt that real program and financial 
authority will be transferred to local governments by the central 
bureaucracy. Nonetheless. one immediate result of this program is 
increased expenditure for buildings. roads and other infrastructure 
at the newly upgraded thana headquarters. This expenditure wil| 
reduce taka funds available for budgeted projects. In addition. the 
Government's campaign to divest certain public sector industries 
moves some expenditures from the public to the private sector. but 
this will have little impact on the FY 83 budget. 
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Agricultural Development: Fiscal 1983 can best be described as a 
year of recovery for agriculture from drought the previous year. 
Total foodgrain production established new records. but production 
per capita was less than the last two crop years. Both the Boro 
(winter) rice crop and the wheat crop. which are most subject to 
improved technology. will achieve new records: Boro rice is 
projected at 3.7 million tons (18 percent higher than the previous 
record). and wheat is projected at 1.1 million tons (15 percent 
higher). The increases are the result of improved methods rather 
than increased acreage or better weather. . Shallow tube well 
installations increased from 40,000 in FY 82 to 65.000 in FY 83. 
Fertilizer sales between November 1982 and March 1983 improved 29 
percent over the same period the previous. year. despite a 40 percent 
price increase caused by reduction of subsidies. This growth is 
attributable in part to increased privatization of fertilizer 
distribution and sales. The Government now permits private 
retailing. has eliminated restrictions on transporting fertilizer. 
and has encouraged private warehousing. Retail price controls were 
eliminated throughout the country. 


Bangladesh continues to import highly refined sugars for 
pharmaceutical. food processing. and beverage requirements. 

Domestic production of ordinary sugar exceeds local demand: 

adequate world sugar supplies. coupled with higher production costs 
in Bangladesh, have eliminated the potential for sugar export. other 
than limited sales to India. Bangladesh is working to improve its 
sugar refining efficiency and searching for better uses for 
byproducts such as bagasse and molasses. To bring this industry 


back into balance, the Government is also promoting domestic sugar 
demand and experimenting with conversion of sugar into other 
products. 


As discussed above. jute production has suffered both from the 
international recession and from domestic price competition from 
rice. In addition, Bangladeshi jute competes in international 
markets with Indian jute, Thai jute-like fibers. and synthetic 
fibers. Despite a poor international jute market which can at best 
recover only gradually. the Bangladesh Government wants to preserve 
jute cultivation, which has traditionally provided small farmers 
with cash just when needed to purchase seed and fertilizer for the 
rice crop. The Government has also implied that better future 
prices to farmers will result from the recent denationalization of 
some jute mills. 


International prices for Bangladeshi tea were good last year and. 
despite spring rains which interfered with the harvest. the 
prospects for a large. quality crop look favorable this year as 
well. Continued drought in many African tea—producing nations 
should enhance prices for Bangladeshi tea. Still’ the industry 
continues to be in the doldrums. The Government owns about 25 
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percent of tea acreage. and about 40 percent is in foreign hands. 
but improvements are not being made on Bangladeshi tea estates. In 
some areas. 50-80 year old plants are still producing. Given 
Bangladesh’s unstable political and economic history. and the 
relatively low quality of Banigadeshi tea. foreign and domestic 
private owners have not risked removing large areas from production 
for replanting. The Government has done very little to encourage 
replanting and upgrading the quality of the nation’s tea 
production. Thus. tea remains a stagnant industry. dependent upon 
failures elsewhere in the world for extra returns. 


Tobacco is likely to remain an important crop. although its growth 
potential is limited primarily to the local cigarette market. The 
country’s major tobacco company has developed an outstanding 
extension and support service for its tobacco farmers. helping them 
not only with tobacco. but with vegetable farming. which provides 
additional off-season income. . Potentially important. and showing 
some modest growth. is fruit and vegetable cultivation. New. small 
food processing industries are coming on-stream each year. and 
greater quantities of fruits and vegetables are being raised to meet 
the demand. Although Bangladesh‘s soil and climate are nearly 
ideal. and its proximity to the Middle East market indicates some 
potential for growth. this sector remains small. There is no 
indication that exports from this sector will grow dramatically. 


industrial Development: Bangladesh starts from a small industrial 
base. most of which has been in the public sector. It has almost no 
natural resources other than agricultural products and natural gas. 


The nation lacks people with industrial management experience. and 
skilled and semiskilled labor is in short supply. Nevertheless. the 
immediate potential for growth in the Bangladesh economy is highest 
in the industrial sector. This potential is due in great measure to 
a dramatic campaign to return many government-owned industries to 
the private sector begun by the Martial Law Administration which 
came into power in March 1982. In June 1982 the Government 
announced a New Industrial Policy. which began the process of 
removing both real and psychological barriers to private 

investments. accelerated divestment of public sector industry. and 
breathed new life into the promotion of foreign investment. 


The key action instituting this policy was the return of about one- 
half of the jute loomage and about one-third of the modern textile 
loomage to former Bangladeshi owners . In many cases. this involved 
the sale of 51 percent of the capital and reserves of the mills at 
1972-73 nationalization prices to entrepreneurs who had invested as 
little as 5 percent of total capital in them. The Government 
promised that its remaining 49 percent equity in these mills will be 
released to the general public as soon as an active stock market is 
developed. Nonetheless. the Dhaka Stock Exchange is largely 
inactive. and government equity in the mills must be viewed as long 
term. 





11 


The Government has also promised to sell its shares in 
foreign-controlled joint ventures and 49 percent of the shares of 
all public sector industrial units in a revitalized stock market. 
The Government has already offered to the highest bidder over 90 
industrial units, and has plans to divest most of its industry. 
retaining only a few special sectors and very large. uneconomic 
industries. It has invited proposals for management contracts from 
international firms for five of these large. uneconomic industrial 
complexes. These measures were all pressed diligently by top 
officials of the new government. overcoming resistance from the 
public industrial sector bureaucracy. There has been relatively 
little objection from political or academic circles. because the 
inefficiency of public sector industry since Bangladesh’‘s birth 10 
years ago is undeniable. 


The Government also provided a 4-month window to get “black money” 
back in the legal economy with greatly reduced taxation if invested 
in new industry. selected savings instruments. or divested 

industry. Several of the divested industrial units are reasonably 
large and profitable by Bangladeshi standards. Less than 20 percent 
of the units offered went without bids, and many bids were higher 
than expected. The Government has instructed the nationalized 
commercial banks to cooperate in financing the divestment program 
and has provided favorable divestment repayment terms. 


Early response to the Government's privatization program was mixed. 
Former jute and textile mill owners welcomed the return of their 
mills, and negotiated diligently with a reluctant government 
negotiating committee. In return for highly favorable price and 
payment terms. the private sector agreed to maintain bloated staff 
and to adhere to some restricted marketing practices during a 
transition period. The favorable financial terms were often forced 
upon the government negotiatiors through regular appeals by private 
owners to top government officials. The private sector seemed to 
sense that it had to respond promptly to this part of the divestment 
program or miss an opportunity. 


Otherwise. response to the Government's divestment program was very 
cautious for about 9 months. Memories of the nationalizations of 10 
years ago. together with ambivalent government attitudes toward the 
private sector since that time. the statist economic theory 
prevalent in the South Asian subcontinent in the recent past. and 
the significant change of direction by a martial law administration 
without approval by a normal political process left serious doubts 
in some minds about the permanence of these changes. The actual 
return of a number of nationalized firms to private ownership in 
December 1982. combined with general acceptance of the New 
Industrial Policy by the political parties and the public. resulted 
in a significant new response to the Bangladesh Government's 
initiative by January 1983. The private sector is now actively 
planning modernization and expansion of existing units and actively 
seeks foreign partners for new investment (with varying degrees of 
realism). 
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FINANCIAL SECTOR DEVELOPMENT: Over the past !0 years. Bangladesh 
has operated. in effect. with a single bank: six domestic 
commercial banks. two industrial banks. an agricuitural bank and a 
number of specialized financial institutions were nationalized in 
1972-73. While these institutions operate individually on paper. 
interlocking boards of directors. routine personnel transfers 
between the banks and other civil service departments. and extensive 
written and oral guidance from the central bank effectively result 
in a single banking structure. Negative real interest rates during 
much of the past decade and political interfecence in loan approvals 
and collections further distort the system. Six foreign-owned banks 
are engaged in commercial banking. but prefer to concentrate on 
foreign trade-related transactions rather than less profitable and 
more time-consuming commercial banking. The former government 
sanctioned a number of domestic private sector banks. but large cash 
investment requirements. combined with existing private sector 
caution. limited new bank openings initially to one bank with 
majority Arab investment. 


With World Bank, USAID. and other donor support. the Martial Law 
Administration has committed itself to a banking system which wil | 
operate on a competitive. commercial basis. Four new domestic 
private banks recently opened and others may open in the future. 

Two nationalized banks are to be returned to the private sector in 
the near future. The Government has pressed for collection of old 
debts. and has instructed all nationalized banks to issue audited 
annual statements. The Bangladesh Government and the World Bank 
undertook a joint review of the agricultural sector between August 
1982 and March 1983. The final report was published in August 1983: 
if its recommendations are implemented. they could lead to an 
economically viable rural finance system. A review of loan approval 
and collection procedures and of the interest rate structure is 
underway. The banking system. therefore. is in a period of flux and 
transition. Some employees of government-owned banks have been 
retired or simply dismissed, and a few have been convicted of 
corruption. The system has discovered that its funds for investment 
are limited. and no new procedures are yet in place. If the economy 
picks up significantly and promised banking reforms are not 
implemented. the financial system could constrain development. At 
present. however. reduced financial demand limits the financial 
system as a constraint. In the meantime. the foreign banks and the 
new private banks are meeting existing demand. 


INFRASTRUCTURE DEVELOPMENT: Bangladesh has passed through two 
stages of development in its short history and is entering a third. 
Recovering from a destructive civil war and major natural disasters, 
the country’s first 5 years were devoted primarily to relief 
activities. Bangladesh spent the following period of approximately 
5 years developing its fundamental physical and administrative 
infrastructure. As the 1980s opened. Bangladesh began to turn 
seriously to economic development. The nation’s geography 
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complicates infrastructure development: the river system bifurcates 
the energy system and greatly increases transporation and 
communications costs. All natural gas discoveries to date have been 
in the eastern half of the country. Bangladesh's single 
hydroelectric plant is also located in the eastern half. The 
western grid has been powered by imported petroleum. making power 
costs 18 times greater there than in the eastern grid. 

(Underpricing of gas in the eastern grid contributes significantly 
to this large difference in costs.) An electric power 
interconnector line. which permits transmission of lower cost 
electricity from the eastern to the western grid. was completed 
recently. This interconnector, together with recent government 
approval for standby industrial generation. has already reduced the 
estimated 40 percent loss of production from power outages in the 
western grid. Nonetheless. power interruption remains a serious 
problem throughout the country. The distribution system is poor: 

an estimated 37 percent of production is lost in transmission or by 
theft. Old generators fail frequently or require excessive downtime 
for repair and maintenance. 


On June 30. 1981. the Power Development Board had a total generation 
capacity of 663 MW. 426 MW on the eastern grid and 237 MW on the 
western grid. In addition. the country had 186 MW of industry-owned 
standby capacity. The 500 MW design capacity of the east-west 
interconnector should supply projected demand to the western grid 
through 1988. but two oil-fired generators will be operated at 30 
percent capacity to maintain system reliability on the western grid 
in case the interconnector fails. Bangladesh plans additional 
gas-fired generating facilities at Ashuganj (World Bank/consortium 
financing) and at Ghorasal (Soviet financing and construction). 
These and other smaller projects will add about 1300 MW of 
generating capacity by 1990. 


Bangladesh is emphasizing greater use of its natural gas reserves as 
an energy source. Although many Bangladeshi gas fields have not 
been tested to international standards. experts generally agree that 
proven reserves are about 13 trillion cubic feet: some estimates 
claim probable reserves of up to 30 trillion cubic feet. All gas 
discoveries have been in the eastern part of the country. generally 
to the northwest of Dhaka. Initially. gas was used exclusively for 
fertilizer manufacture, but a distribution system into the greater 
Dhaka region from the Titas gas field came into use in 1982. A 
distribution line from the Bakrabad field to Chittagong is expected 
to be completed in FY 85. Fertilizer manufacture accounts for about 
a third of the 48,951 thousand cubic feet consumed in Bangladesh. 
power generation another third. and industrial and 
commercial/domestic uses the remainder. Both the World Bank and the 
Asian Development Bank are financing studies to determine, among 
other things. what the medium- and long-term prospects are for 
conversion from other energy sources to gas. A small. pilot 
compressed natural gas project has began, and separation of LPG is 
being investigated. 
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Bangladesh's large. wide river system also makes gas distribution to 
the western half of the country uneconomic. as demand in the west is 
limited. A major pipeline to Bangladesh's western half might be 
viable if it ran to Calcutta or elsewhere in West Bengal in India. 
but neither the political problems nor potential financing problems 
have yet been addressed. 


With its recent acquisition of two used DC-10/30 aircraft. Biman. 
Bangladesh's national air carrier. should be able to meet the 
nation’s need for air transport for the immediate future. Rail 
transport suffers from balance-of-payments problems stemming from 
its need to import virtually everything from abroad. including stone 
for bailast. Saudi Arabia is financing a project to modernize the 
rail system, including rolling stock and new maintenance 

facilities. Although the Government owns bus lines as well as an 
inland water transportation system. future growth in these sectors 
will tikely be in the private sector. Bangladesh's lack of stone 
(bricks are broken for aggregate) and its relatively shallow rivers 
that vary greatly in width between the flood and dry seasons. 
increase the cost of both land and water transport. Three 
consulting groups financed by. foreign aid donors are currently 
studying ways to improve inland water transportation. A number of 
road maintenance and improvement projects are currently underway 
throughout Bangladesh. funded mainly by donor development assistance. 


BUDGET AND FISCAL: FY 82 might have been an economic disaster for 
the Bangladesh Government. In FY 81. an excellent rice crop 
strained the Government's financial ability to maintain the floor 
price of foodgrains through procurement and to construct emergency 
storage facilities. Deficits caused by this and other government 
difficulties were covered by recourse to the domestic credit 
system. The Government exceeded limitations imposed in a $1 
billion. 3-year IMF Extended Fund Facility. leading to its 
suspension and later its cancellation. The Government reacted by 
severely curtailing domestic credit and virtually suspending imports 
for several months. These actions took place during a period of 
weak, insecure interim government. following the assassination of 
President Ziaur Rahman in May 1981. Bangladesh avoided extreme 
strains because the political uncertainties and domestic recession 
triggered by the credit and import squeeze reduced demand. Recourse 
to regularly renewed. 6-month loans (which mounted to $230 million 
at one stage) from the international banking community helped bring 
Bangladesh through this tight period. The domestic recession and 
reduced domestic. demand continued into FY 83. but smal! signs of 
recovery began to surface by November 1982. In the meantime. 
Bangladesh managed to pay off its commercial borrowing and ended FY 
83 with about $300 million in reserves. As of September 1983. 
reserves were estimated to be just under $400 million. One 
unexpected boost came from sustained growth in workers remittances 
from abroad. which exceeded $600 million in FY 83. 
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The Bangladesh Government made a number of reforms in its FY 83 
budget which should improve the country’s future financial 
management. For the first time. the FY 83 budget was based upon a 
realistic assessment of potential resources. Within the budget. the 
development program contained a “core budget” or priority list of 
projects which would be assured of funding. Other projects would 
not begin until additional sources of finance had been identified. 
The Government took courageous steps to reduce subsidies. and 
significant price increases ensued for fertilizer. power. and 
petroluem products. It adjusted some customs and excise taxes to 
improve the potential for domestic production and introduced a land 
tax which will result in little immediate income. but establishes 
the concept of revenue from this previously untaxed source. The 
taka, which had been pegged to a basket of international currencies. 
with the pound sterling as the intervention currency. was effectivey 
devalued against the dollar by about 13 percent from July 1982 
through January 1983. by letting the taka ride downward with the 
pound. Bangladesh then switched to the dollar as the intervention 
currency in January 1983. These policy changes. as well as the 
improved global economic environment. have led many observers. 
including the IMF. to believe that Bangladesh is in a position to 
resume growth in FY 84. 


BALANCE OF PAYMENTS 


Bangladesh suffered a sharp deterioration in terms of trade during 
FY 81 and FY 82. The World Bank estimates the increase in current 
account deficit due to terms of trade at $250-$350 million per year 


during this period. At the same time. foreign aid fell in real 
terms. Bangladesh finished FY 82 with a trade deficit of $1.96 
billion, compared with its FY 81 deficit of $1.71 billion. The 
trade deficit for FY 83 is projected at $1.68 billion. with a 
current account deficit of $1.62 billion. 


IMPORTS: Bangladesh's commodity imports totaled about $2.6 billion 
in FY 82. Capital goods constituted 26 percent of the total. 
petroleum 22 percent. and foodgrains 11 percent. The World Bank 
projects FY 83 imports at $2.3 billion. with capital goods requiring 
29 percent. and food and petroleum 19 percent each. The figures 
imply a nominal reduction of imports. but import levels will remain 
about the same in real terms. Imports should increase substantially 
in FY 84. when domestic recovery expands import demand. As newly 
privatized industries begin to modernize and expand the inefficient 
plant they have secured from the public sector. demand for imported 
capital goods should rise as well. Hence. early signs of good 
foodgrain production and declining growth in petroleum consumption 
could result in an import shift from consumption to capital goods. 


EXPORTS: In FY 82. Bangladesh's exports dipped to $627 million from 
$711 million the previous year. Export of jute goods remained in 
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top position. but dropped from 50 percent to 45 percent of total 
exports. Export volume that year actually increased 7 percent, but 
virtually all exports suffered from deterioration in the terms of 
trade. and the export price index fell 16 percent. Demand for 
Bangladeshi exports recovered in FY 83, but began to slow after 
November 1982. Recovery of demand for jute goods in the developed 
market economies is likely. but demand for jute wrapping and bagging 
in the developing world will continue to drop as a result of world 
recession and extended droughts in many markets. The World Bank 
expects exports to decline about 3. percent in real terms, but sees 
export earnings improving in nominal terms to about $655 million. 


As world demand recovers in FY 84. exports should continue to 
improve: nonetheless. Bangladesh's major exports-—-raw jute and jute 
goods--have limited growth potential. Bangladesh could upgrade its 
leather exports. now primarily wet blue. but domestic supply is 
limited. Virtually nothing has been done to arrest the 
deteriorating quality of Bangladeshi tea. Significant growth in 
garment export is a promising possibility. but exporters may soon 
encounter quota barriers in importing countries. Knowledgeable 
observers suspect that Bangladesh may have reached harvest limits 
for seafood. although evidence to support or rebut the suspicion is 
unavailable. Bangladesh's seafood harvest is wild catch. and 

shrimp or frog farming is virtually unknown. In sum, all 
Bangladesh's present exports face growth limits: until new 
industries develop and grow. and agriculture diversifies to provide 
exportable produce. the outlook is not encouraging. At present. the 
pattern of both public and private industrial investment. other than 
for jute and other traditional exports. is primarily oriented 
towards the domestic market. 


PROSPECTS FOR AMERICAN BUSINESS 


TRADE: Traditional U.S. exports to Bangladesh (wheat. soya oil, 
cotton, fertilizer. and used clothing) will continue to be the most 
important goods in bilateral trade. Well-established trade links 
and funding from foreign aid sources limit the potential for new 
suppliers of these traditional products. Despite Bangladesh's large 
population. its domestic market potential is limited. The nation’s 
extreme poverty and high population growth rate (which will limit 
per capita wealth for many years). limits the domestic market for 
many American products. Bangladesh's shortage of natural resources, 
smal! skilled work force. and limited trade and industrial 
experience restrict the potential for primary and intermediate 
manufacture to regional markets. Within these constraints. 
increased sales by American firms look promising. particularly if 
American business firms approach and service the Bangladesh market 
as a foothold opportunity with more potential in the future. The 
privatization of industry should stimulate increased plans for 
modernization and expansion of existing industrial facilities. In 
the past. American sellers were often dismayed by the insistence of 
government buyers 
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that initial price and credit terms were more important than 
quality. delivery. and spare parts dependability. Private buyers 
from the newly divested industries should be far more 
sophisticated. Manufacturers of textile machinery producing jute. 
cotton, and synthetic blends are advised to explore this market. In 
particular, the growing garment industry. which presently uses 
imported fabrics and fixings. offers opportunities for sales of 
finishing and dying equipment and technology. The migration of 
skilled office staff to the Middle East for higher wages and strong 
initial sales of smal! computers in Bangladesh points to a possibly 
significant future market in consumer electronics. 


The Government. the World Bank. and the-Asian Development Bank are 
placing top priority on the energy sector. Their efforts will focus 
on improved efficiency in power and petroleum use. conversion from 
the present energy mix to greater use of natural gas. manufacture of 
products with natural gas. preservation of and increase in 
traditional renewable energy sources. and limited testing of 
nonconventional energy sources. Proposals concerning equipment. 
services. and technviogy itn this broad sector are likely to receive 
careful review. A USAID-organized Rural Electrification Project is 
generating demand for fractional horsepower electric motors and for 
rural—oriented household appliances for small-scale or individual 
rural industry. Pent-up demand is expected to reduce or eliminate 
import bans and tariff barriers in this sector. 


For the foreseeable future. significant sales of goods and services 
will be limited largely to those required for projects financed by 


major donors such as the World Bank and the Asian Development Bank. 
Several American engineering and consultant firms are currently 
involved in projects of this type in Bangladesh. Firms interested 
in these types of projects are advised to maintain liason with the 
World Bank in Washington and the ADB in Manila. The U.S. Department 
of Commerce. in cooperation with the U.S. Executive Director to the 
Multilateral Development Banks. now provides an excellent early 
warning service for projects financed by these institutions. 


INVESTMENT: Although past Bangladesh governments have welcomed 
foreign private investment, the present administration. with its 
strong emphasis on privatization of industry. has taken bolder steps 
to attract foreign private investment. Bangladesh has a very 
respectable list of incentives to encourage foreign investment. 
including tax holidays. customs privileges. industrial estates. 
export incentives. and provisions for expatriate employees. The 
Bangladesh Foreign Investment (Protection) Act of 1980 discourages 
nationalization except for urgent national need: the act also 
provides for prompt. fair compensation, endorses the concept of 
national treatment. and guarantees repatriation of the investment 
and a long list of specified profits and fees. Now that the 
Government has given the domestic private sector equal 
encouragement. the legal and philosophical environment for foreign 
investment is very good. As noted above. however. Bangladesh lacks 
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natural resources other than natural gas and agricultural products. 
and suffers from a shortage of skilled manpower and exper ienced 
domestic management as well. The domestic financial system is 
simply unused to doing business efficiently and competitively. 


Present foreign investment is largely concentrated in 
pharmaceuticals. with eight firms manuafacturing in Bangladesh. 
including three American companies. A few Korean. Hong Kong. and 
Japanese firms have invested in the garment industry. Philips. GEC. 
and National/Panasonic have investments in the manufacture of 
consumer electronics and household appliances. Bata Shoes is one of 
the largest employers. 


The Bangladesh Government is particularly keen to promote 
export-oriented. labor-intensive. assembly/manufacturing industries 
with foreign collaboration. Although predominately Bangladeshi 
owned and operated. the new garment industry is the first step in 
this direction. The Government recently gave quick and favorable 
response to an American proposal to establish a joint venture to 
assemble computer connectors in Bangladesh: if the proposal is 
implemented. it could start a second level of new foreign 
investment. Prompt attention will be given to any proposal of this 
type. Proposals for the utilization of Bangladesh's natural gas ‘in 
direct manufacture, the manufacture of energy conservation equipment 
or equipment for conversion to natural gas should receive equally 
high priority attention. Bangladesh is cautiously beginning to 
process fruits and vegetables. and would welcome foreign 
collaboration. which would provide quality control and international 


marketing expertise. Domestic investors actively seek foreign 
collaborators in the manufacture of electric tubewell pumps. smal | 
electric motors. and a wide range of hand tools. primarily for the 
domestic market. As glass and metal containers are very expensive 
in Bangladesh, domestic investors have shown interest in a facility 
to manufacture substitute food and drink containers. 


To promote new investment. the Government has developed an Export 
Processing Zone in Chittagong. and has similar zones planned for the 
Dhaka Airport and at Khulna in southern Bangladesh. A “One-Stop 
Service Center” for visiting business people has been established 
within the office of the Director General of Industries: it includes 
officials from several ministries, and is designed to cut red tape 
and facilitate investment proposals. The Chief Martial Law 
Administrator (CMLA--the Head of Government) chairs a smal| 
committee to assure prompt response to any foreign investment 
inquiry. Investment proposals or inquiries should be addressed to: 


The Director General of Industries 
HBFC Building 
22 Purana Paltan 
Dhaka-2, Bangladesh 
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Firms interested in significant projects may also wish to send an 
information copy to the attention of the Economic Advisor. CMLA 
Secretariat. Old Shangshad Bhaban. Dhaka. Bangladesh. The 
Economic/Commercial Section of the U.S. Embassy will be pleased to 
assist with inquiries: 


Economic/Commercial Counselor 
American Embassy 
Adamjee Court Building 
Motijhee! Commercial Area 
P.O. Box 323. Ramna 
Dhaka. Bangladesh 
TEL: 235093-99 
TELEX: 642319 AEDKA BJ 


* U.S. GOVERNMENT PRINTING OFFICE: 1983-421-007:560 








